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1.  Over the past 80 years, Canada has developed a multi-pillar pension 
system, consisting of public and private elements, designed to provide income 
security to the elderly.
1  As in Japan and other countries, the Canadian pension 
system has two fundamental objectives:  ensuring a minimum income to the 
elderly (often referred to as poverty avoidance) and assisting seniors to maintain 
pre-retirement living standards after retirement (usually designated as income 
replacement). 
 
2.  One of the important policy challenges that governments
2 in Canada have 
had to address in recent years is ensuring that the Canadian pension system will 
meet its objectives while remaining financially sustainable in the face of a rapidly 
ageing population and a changing economy.  A few numbers demonstrate the 
magnitude of the challenge:  In 2001, 12.7 percent of Canada’s population was 
aged 65 or more.  By 2026, those aged 65 or more will make up 21.4 percent of 
the population (Statistics Canada 2005c).  The ratio of persons of working age 
(those aged 20-64) to the elderly, which now stands at 4.9:1, is projected to 
decline to 2.3:1 in 2050 (Office of the Chief Actuary 2004). 
 
3.  This paper describes the different parts of the Canadian pension system 
and how each has evolved over time.  It focuses on the reforms governments 
have introduced in the past decade to ensure the sustainability of the pension 
system.  Particular attention is given to financing issues, especially as they relate 
to reforms made in 1997 which shifted the financial system underlying the 
Canada Pension Plan, a mandatory contributory program, from its historic pay-
as-you-go foundation to a significantly funded one.  In its conclusions, the paper 
highlights significant policy issues that require further attention. 
 
4.  In order to place the Canadian pension system in a context that is readily 
understandable to an international audience, this paper employs terminology 
based on a multi-pillar pension model consisting of five elements:
3 
 
(a) a non-contributory or “zero pillar” (in the form of a demogrant or social 
pension) that provides a minimal level of protection; (b) a “first pillar” 
contributory system that is linked to varying degrees to earnings and seeks 
                                            
1  The terms “elderly” and “seniors” are used in this paper to refer to persons aged 65 or more. 
2  The use of the plural (“governments”) is important because of Canada’s constitutional 
structure as a federal state consisting of a national government (always referred to as the federal 
government) and ten provincial and three territorial governments.  Under the Canadian 
Constitution, pensions are a shared responsibility of the federal and provincial/territorial 
governments.  Each is sovereign in regard to those areas of responsibility assigned to it under the 
Constitution. 
3  See the comprehensive policy framework for pension reform, Old-Age Income Support in 
the Twenty-first Century: An International Perspective on Pension Systems and Reform, 




to replace some portion of income; (c) a mandatory “second pillar” that is 
essentially an individual savings account but can be constructed in a variety 
of ways; (d) voluntary “third pillar” arrangements that can take many forms 
(individual, employer sponsored, defined benefit, defined contribution) but 
are essentially flexible and discretionary in nature; and (e) informal 
intra-family or intergenerational sources of financial support to the elderly, 
including access to health care and housing.  (Holzmann and Hinz et al. 
2005: 9-10). 
 
5.  As this paper will show, the Canadian pension system is very close to this 
model.  It has a zero pillar, known as the Old Age Security program, and a first 
pillar, consisting of the Canada and Quebec Pension Plans.  The goals which the 
multi-pillar framework seeks to achieve through its second and third pillars are, in 
Canada, realized through voluntary tax-assisted mechanisms for retirement 
savings (occupational pension plans and individual retirement savings accounts), 
making the mandatory individual accounts of the second pillar of the multi-pillar 
model unnecessary.  Finally, Canada has an extensive set of other programs – 
most especially a universal publicly financed health insurance system covering all 
medically required services provided by doctors and hospitals – that are essential 




The “zero pillar”: 
Old Age Security 
 
Origins and evolution 
 
6.  The “zero pillar” of Canada’s pension system is the Old Age Security 
program, whose historical roots
5 date back to 1927, when the federal Parliament 
enacted legislation under which the federal government paid part of the costs of 
provincial means-tested benefits for the elderly.  The resulting benefits were 
modest in amount and directed only to the poorest among the elderly.  The 
means test on which entitlement was based was widely seen to be stigmatizing.  
Nonetheless, it was one of the starting points of the Canadian welfare state. 
 
7.  The landmark 1942 report of the Beveridge Commission in the United 
Kingdom had a profound effect on the theory and practice of social policy in 
Canada, most notably in the pioneering 1943 Report on Social Security for 
Canada commissioned by the federal government and written by “Canada’s 
Beveridge”, Professor Leonard Marsh of McGill University.  In the field of 
pensions, the tangible consequence was the enactment of the federal Old Age 
                                            
4  Even a cursory description of these programs is outside the scope of this paper. 




Security Act, which took effect on 1 January 1952, and which made provision for 
pensions to all persons in Canada who met the requirements of age (at the time, 
70) and residence (at the time, at least 20 years in Canada after reaching age 
18
6), without regard either to their previous attachment to the paid labour force or 
to their other income or the value of their assets.  The pensions were financed 
entirely from the general tax revenues of the federal government
7 and were in a 
flat-rate amount (i.e., a demogrant). 
 
8.  It would be academic to debate whether the original objective of the Old 
Age Security pension was primarily poverty avoidance or income replacement.  
In the early 1950s, the economic situation of most elderly Canadians was such 
that the two goals could not have been significantly distinguished from one 
another.  It would be reasonable to say that the Old Age Security program, at its 
inception, responded equally to both objectives. 
 
9.  The first major development regarding the Old Age Security program 
occurred in 1965, when the age of eligibility for a pension was lowered in stages 
from 70 to 65.  This was done at the same time as legislation was enacted to 
establish the Canada and Quebec Pension Plans, mandatory contributory social 
insurance programs whose most important benefit, retirement pensions, start at 
age 65.  In effect, Canada had decided on 65 as the “normal” retirement age. 
 
10.  The next key development occurred in 1967 with the introduction of a 
second benefit to the Old Age Security program:  the Guaranteed Income 
Supplement, payable to pensioners on an income-tested
8 basis in addition to the 
basic Old Age Security pension.  Anyone in Canada entitled to the basic pension 
                                            
6  The residence requirement has been altered several times since 1952.  Since 1976, a 
minimum of ten years of residence in Canada after reaching age 18 is required in order for a 
person residing in Canada to be entitled to a pension.  For a person residing outside Canada, a 
minimum of 20 years of residence after age 18 is required.  Persons who have lived or worked in 
countries with which Canada has concluded a social security agreement may meet these 
residence requirements by totalizing (adding together) their periods in Canada and the other 
country.  Canada currently has 47 social security agreements.  For a full description of the 
eligibility conditions for Old Age Security benefits, see Social Development Canada 2004. 
7  An “earmarked” tax, the Old Age Security Tax, was originally introduced to finance the Old 
Age Security program.  The tax was calculated as a percentage of taxable income (at first 
2 percent, later increased to 4 percent) and collected along with income tax.  The revenues from 
the tax were recorded in a special account, the Old Age Security Fund, which was, for all intents 
and purposes, part of the Consolidated Revenue Fund of the federal government.  The Old Age 
Security Tax was formally brought into the income tax system in 1972, and the Old Age Security 
Fund was merged into the Consolidated Revenue Fund in 1974. 
8  In Canada, the term “income-tested” refers to a benefit whose amount takes into account a 
person’s or household’s income, while the term “means-tested” refers to a benefit whose amount 
takes into account both income and the value of assets.  This differs from the usage often found 
in the international literature in which means-tested means, for example, “a benefit that is paid 




is also entitled to a Guaranteed Income Supplement if her or his income is 
sufficiently low.  In the case of a single pensioner, for every CAD 2.00 of monthly 
income (other than the basic Old Age Security pension), the maximum monthly 
Supplement is reduced by CAD 1.00.  In the case of a pensioner couple, for 
every CAD 4.00 of monthly income of the two members of the couple combined 
(again, excepting their basic pensions), each pensioner’s Supplement is reduced 
by CAD 1.00.  To simplify administration, income for purposes of the Supplement 
is defined in the same way as income for purposes of income tax, with a few 
exceptions (the most significant being the exemption of the basic pension). 
 
11.  In 1975, an additional income-tested benefit, the Spouse’s Allowance (since 
renamed simply the Allowance), was introduced into the Old Age Security 
program.  The Allowance responds to the needs of couples
9 in which one spouse 
or partner is a pensioner and the other is aged between 60 and 64.  It ensures 
such couples a minimum income equal to that to which they would be entitled if 
they were both pensioners.  In 1985, the federal government created a variant of 
the Allowance, known as the Allowance for the Survivor
10, available on an 
income-tested basis to widows and widowers aged 60 to 64 who have not 
remarried or entered into a common-law relationship since the death of their 
spouse or partner.  In spite of many calls to extend the Allowance for the Survivor 
to all other single persons aged 60 to 64 (i.e., those who are divorced or have 
never married), the government has not done so because of cost.  For these 
persons, social assistance
11 remains the program of last resort if their incomes 
are very low. 
 
                                            
9  The term “couple” refers both to persons who are legally married (spouses) and to those 
who are in a common-law relationship (partners), the latter being defined as two persons 
cohabiting in a conjugal relationship for at least one year.  As a result of the Modernization of 
Benefits and Obligations Act that entered into force in July 2000, partners can be persons of the 
opposite or of the same sex. 
10  In its original conception, the Allowance was available only to a spouse aged 60-64 of a 
pensioner.  When the younger spouse reached age 65, the Allowance ceased and was replaced 
by a basic Old Age Security pension and a Guaranteed Income Supplement.  However, if the 
pensioner died before his or her spouse reached age 65, the Allowance also ceased, leaving the 
surviving spouse with no benefit (other than, possibly, social assistance) until she or he turned 65.  
Such situations occurred sufficiently often to lead to calls to continue payment of the Allowance 
until the surviving spouse reached age 65.  In response to these calls, the federal government 
created the Allowance for the Survivor. 
11  Social assistance – usually referred to in Canada as welfare – consists of “needs-tested” 
benefits administered by the provincial and territorial governments.  Entitlement is based on a 
detailed assessment of a household’s needs, including family size and composition, income, the 
value of assets, housing costs and other basic needs.  Because benefits under the Old Age 
Security program are higher, in almost all cases, than those under social assistance, few of 




12.  The final significant development regarding the Old Age Security program 
occurred in 1989, when the federal government introduced an explicit mechanism 
for reducing the amount of the basic pension paid to the high-income elderly. 
 
13.  Prior to 1989, the basic Old Age Security pension was a demogrant, paid in 
the same flat-rate amount to everyone who met the requirements of age and 
residence.  Because the Old Age Security pension was (and remains) income for 
purposes of income tax, pensioners with sufficient income to put them over the 
tax-paying threshold had to repay part of their benefits in the form of federal and 
provincial/territorial income taxes.  To this extent, therefore, net (after tax) 
benefits were roughly progressive because the flat-rate pension was (and still is) 
taxed at progressively higher marginal tax rates as overall income increases.  
However, all pensioners, no matter how wealthy, were still left with part of the 
basic pension. 
 
14.  This ended in 1989 with the introduction of a provision into the federal 
income tax system known officially as the “repayment tax” or the “recovery tax”, 
and colloquially as the “clawback”.  Under this provision, the basic Old Age 
Security pension paid to those whose individual net
12 annual income is above a 
prescribed threshold is reduced, and no benefit at all is paid to the highest-
income elderly.
13  The reduction equals 15 percent of a pensioner’s net annual 
income above the threshold, to a maximum equal to the full pension.  For 2005, 
the repayment begins when a pensioner’s net annual income reaches 
CAD 60,806, and the entire pension must be repaid when net income reaches 
CAD 98,660.  (At recent exchange rates, CAD 1.00 averages JPY 92 and 
USD 0.82.)  About five percent of all pensioners in Canada are affected by the 
clawback, and about two percent of all pensioners must repay the entire benefit. 
 
15.  The combined effect of the Guaranteed Income Supplement, the Allowance 
and the clawback to the basic pension has been to make poverty avoidance the 
primary objective of the Old Age Security program, although for modest and 




                                            
12  The basic Old Age Security pension is not included in income for purposes of the clawback. 
13  For the first several years of the clawback, all pensioners continued to receive the full 
monthly basic pension, and the amount to be repaid by a high-income pensioner was only 
determined at year-end when the pensioner filed his or her income tax statement for the year.  
Since 1996, however, the clawback takes the form of reduced (or zero) monthly benefits during 
the course of the year, with the amount of the reduction based on a pensioner’s income in the 
previous year.  Adjustments (refunds or additional repayments) are made, if required, when the 
pensioner files her or his income tax statement for the year. 
14  For a person earning the average industrial wage – currently about CAD 41,100 – the 




16.  The current monthly amount of the basic Old Age Security pension is 
CAD 476.97.
15  The maximum amounts of Guaranteed Income Supplement 
payable to a single pensioner and to each member of a pensioner couple are, 
respectively, CAD 566.87 and CAD 369.24.  As a result, the minimum monthly 
income guaranteed to a single pensioner is CAD 1,043.84.  For a pensioner 
couple, the guaranteed minimum monthly income is CAD 1,692.42.
16 
 
17.  The Old Age Security program is a powerful tool for poverty avoidance 
among the elderly in Canada, almost 96 percent of whom receive the basic Old 
Age Security pension.
17  Among all of Canada’s elderly, about 26 percent of their 
aggregate income comes from the Old Age Security program.  Among elderly 
women, who are particularly dependent on the Guaranteed Income Supplement, 
34 percent of their income comes from the program (Statistics Canada 2003).  
More than one out of three of Canada’s elderly (36 percent) receive the 
Guaranteed Income Supplement, and for almost 170,000 of Canada’s elderly 
(about 4 percent of the total population aged 65 or more), the Old Age Security 
program is their only source of income (Social Development Canada 2005a). 
 
18.  With the ageing of Canada’s population, the cost of the Old Age Security 
program will grow substantially from its present annual level of CAD 27.9 billion 
(Treasury Board of Canada Secretariat 2004) to CAD 109.8 billion in 2030 (Office 
of the Chief Actuary 2005
18) when all the baby-boom generation will have 
reached pensionable age.  However, the Canadian economy is also projected to 
grow significantly over the next 25 years.  In addition, the overall income of the 
elderly is projected to increase because of the maturation of the other pillars of 
the Canadian pension system (discussed later in this paper), thus reducing the 
amount of income-tested benefits payable.  As a result of these factors, the ratio 
of expenditures of the Old Age Security program to gross domestic product 
(GDP), which stood at 2.3 percent in 2004, is expected to reach a high of 
3.2 percent of GDP in 2030 and then decline to 2.0 percent by 2075 (Office of the 
Chief Actuary 2005).  This indicates that the program should remain affordable 
over the long term. 
 
                                            
15  All benefits under the Old Age Security program are indexed every three months in line 
with increases in the Consumer Price Index.  The amounts given are those applicable for July to 
September 2005. 
16  Most provincial and territorial governments provide income-tested benefits of their own – 
often referred to as “top-ups” – in addition to the federal Guaranteed Income Supplement.  In 
most cases, the top-ups are sharply targeted to the lowest-income pensioners. 
17  Those not in receipt of the basic pension are primarily recent immigrants to Canada who 
have not yet met the ten-year residence requirement and persons with incomes sufficiently high 
that their pensions are reduced to zero because of the clawback. 
18  The Chief Actuary of the federal Office of the Superintendent of Financial Institutions is 
required by law to produce an actuarial report on the Old Age Security program every three years.  




19.  The primary reason for the relatively small growth of expenditures in relation 
to GDP is that benefits under the Old Age Security program are indexed to prices, 
which generally increase at a lower rate than GDP and wages.  While this is 
positive from the perspective of government financing, it does mean that, since 
benefits are not increased in line with increases in wages, the standard of living 
of beneficiaries of the program, especially those who are dependent on it as their 
principal source of retirement income, will deteriorate in relation to that of 
Canadians of working age to the extent that increases in wages outpace 
increases in prices.  The mechanism for responding to this problem is discussed 
in the next section of this paper. 
 
20.  The administrative costs of the Old Age Security program are low – about 
0.9 percent of the annual benefits paid (Treasury Board of Canada Secretariat 
2004).  To keep administrative costs small and to minimize the burden on 
beneficiaries of the income-tested elements, annual reapplication for the 
Guaranteed Income Supplement, the Allowance and the Allowance for the 
Survivor is done automatically using income data obtained from the income tax 
system.  Those who do not file an income tax statement must complete a simple 





21.  In 1996 the federal government proposed a major parametric reform of the 
Old Age Security program.  Under the proposed reform, the basic Old Age 
Security pension, the Guaranteed Income Supplement and two non-refundable 
tax credits in the income tax system directed to the elderly (the age credit and the 
pension income credit) would have been combined into a new Seniors Benefit 
(Government of Canada 1996a). 
 
22.  The architecture of the proposed Seniors Benefit would have resembled 
that of the existing basic Old Age Security pension and Guaranteed Income 
Supplement.  However, the portion of the proposed Seniors Benefit 
corresponding to the existing basic pension would have been more targeted to 
low- and modest-income seniors.  Moreover, for couples, the income test for this 
portion would have been based on the combined income of the spouses or 
partners (which has always been the case for the Guaranteed Income 
Supplement) rather than the individual income of each member (which is the 
case with the existing clawback applicable to the basic Old Age Security pension).  
                                            
19  Residents of Canada with income above the tax-paying threshold are required by law to 
file an annual income tax statement.  Because of income-tested refundable tax credits paid 
through the income tax system (for example, the Canada Child Tax Benefit and the refundable 
credit paid in compensation for part of the Canadian federal value-added tax, known as the 
Goods and Services Tax), most Canadians with incomes below the tax-paying threshold also file 




As well, the Guaranteed Income Supplement would have been increased by 
CAD 10 per month.  Finally, the Seniors Benefit would have been exempt from 
income tax (as opposed to the existing program, under which the basic Old Age 
Security pension is subject to income tax while the Guaranteed Income 
Supplement is not), and the age and pension income credits of the income tax 
system would have been eliminated. 
 
23.  Under the government’s proposal, the new Seniors Benefit would have 
replaced the Old Age Security program in 2001 (except for the Allowance and the 
Allowance for the Survivor, which would have continued).  Anyone aged 60 or 
more on 31 December 1995 would have had the option of remaining with the 
existing Old Age Security program or the new Seniors Benefit, whichever would 
have been more advantageous. 
 
24.  When the Seniors Benefit was proposed, the federal government was 
running large annual deficits.  Although the Seniors Benefit would not have had 
any short-term effect on the federal government’s financial position (the provision 
allowing those aged 60 or more to choose between the old or the new system 
meant that there would be no significant cost savings for several years), the long-
term effects would have been substantial, freeing resources that could be 
directed to other priorities of an ageing society.  Three in four of Canada’s elderly 
households would have seen either higher benefits or the same amount from the 
Seniors Benefit in comparison to the existing system.  Nine in ten single aged 
women would have come out ahead (Battle 2003). 
 
25.  In spite of the improvements that the Seniors Benefit would have brought to 
many of Canada’s elderly – especially those with low or modest incomes – and in 
spite of the long-term cost savings, the proposal failed to gain support.  Most of 
those who would have benefited from it were silent, perhaps not fully 
understanding the drawbacks of the current complex system and the equally 
complex changes that were being proposed and, perhaps, because the increase 
in their benefits (as noted, CAD 10 a month) would have been modest.  
Meanwhile, a formidable coalition that included many women’s groups, organized 
labour, some seniors and social advocacy groups, and the pension industry 
expressed their opposition, for a variety of different reasons.
20 
 
26.  The federal government never did an effective job of explaining the short- 
and long-term advantages of the proposed Seniors Benefit.  With opposition from 
many quarters continuing, the final blow to the proposal came in 1998 when it 
became clear that the federal government would balance its budget much sooner 
than almost anyone had anticipated when the Seniors Benefit was first proposed 
                                            
20  A detailed analysis of the factors that led to the failure of the proposed Seniors Benefit can 




in 1996.  Without the spectre of the deficit to support the need for reform of the 
Old Age Security program, short-term political expediency won out, and the 
government quietly withdrew its proposal in mid-1998. 
 
27.  With the demise of the Seniors Benefit, no further changes were proposed 
to the Old Age Security program until 2004, when a report commissioned by the 
Prime Minister recommended a variety of measures to respond to the evolving 
needs of Canada’s seniors (Ianno 2004). 
 
28.  The report noted that the last real increase in benefits under the Old Age 
Security program (that is, an increase above adjusting for inflation) took effect in 
December 1984.  Since that time, the real wages of working Canadians had 
increased considerably, but the minimum income guaranteed by the Old Age 
Security program had stayed the same in real (inflation-adjusted) terms.  This 
meant that the standard of living of low-income pensioners had fallen behind that 
of other Canadians.  In response to this situation, the report recommended that 
the Guaranteed Income Supplement should be increased so that the combined 
income provided by the basic Old Age Security pension and the Supplement 
would have the same relation to average wages as was the case at the time of 
the last real increase in 1984.  This would require an increase of CAD 36 a month 
in the Guaranteed Income Supplement for single pensioners, and CAD 58 a 
month in the Supplement for pensioner couples. 
 
29.  The recommended increase to the Guaranteed Income Supplement 
became part of the governing party’s platform in the general elections held in 
June 2004.  The federal Parliament has since enacted legislation that will bring 
the increase into effect in two stages, half in January 2006 and the second half in 
January 2007.  The projected cost of the increase is CAD 2.7 billion over the next 
five years (Department of Finance Canada 2005). 
 
30.  From a policy perspective, the increase to the Guaranteed Income 
Supplement is important for three reasons.  First, it acknowledges the need to 
periodically review and adjust the income level guaranteed by the Old Age 
Security program so that the elderly who rely on that program as their principal 
source of income will not fall further behind other Canadians in relative terms.  
Second, by putting the entire increase into the income-tested Guaranteed Income 
Supplement,
21 the additional expenditure is sharply targeted to the poorest 
among the elderly, reinforcing the poverty avoidance objective of the Old Age 
Security program.  Third, because the inflation adjustment of the Old Age 
Security program is maintained (thus protecting the purchasing power of the 
benefits), governments in the future will continue to have the latitude to decide 
                                            
21  The Allowance and the Allowance for the Survivor will also be increased by the same 




when economic conditions will permit subsequent ad hoc adjustments to the 
Guaranteed Income Supplement above rises to the cost of living.  This capacity 
is essential to ensure the long-term financial sustainability of the program. 
 
 
The first pillar: 
The Canada and Quebec Pension Plans 
 
Origins and evolution 
 
31.  Using the terminology of the multi-pillar model described in the introduction 
to this paper, the first pillar of the Canadian pension system consists of the 
Canada Pension Plan and its counterpart in the province of Quebec, the Quebec 
Pension Plan.
22  These two programs, which started operation on 1 January 
1966, are mandatory contributory social insurance schemes providing benefits in 
the event of the retirement, disability or death of a contributor.  Virtually all 
employed and self-employed persons in Canada, including civil servants of the 
federal and provincial governments, are covered by the Plans.
23 
 
32.  The Canada and Quebec Pension Plans have always had the same 
contribution rate and pay the same types of benefits.  There are some relatively 
small differences in the eligibility requirements for certain benefits and in the way 
in which some benefits are calculated.  Agreements between the federal and 
Quebec governments coordinate the operation of the Plans for individuals who 
have contributed to both.
24 
 
                                            
22  Under the Canadian Constitution, primary responsibility for pension programs rests with 
the provinces.  The federal government may legislate in this field only if a province has not 
established its own program.  In the federal-provincial negotiations of the 1960s leading to the 
establishment of the Canada and Quebec Pension Plans, the government of Quebec, which had 
been the first to propose a contributory public pension plan, indicated that it wished to establish 
its own program.  The other provinces indicated that they preferred to participate in a program 
administered by the federal government.  In recognition of the provincial role in establishing the 
Canada Pension Plan, its legislation requires that any significant change to the Plan must be 
approved by the federal Parliament as well as by the governments of at least two-thirds of the 
provinces with at least two-thirds of the population of Canada. 
23  Employed persons working in Quebec, and self-employed persons residing in Quebec, 
must contribute to the Quebec Pension Plan.  Employed persons working in the other provinces 
and territories of Canada, and self-employed persons residing in those provinces and territories, 
must contribute to the Canada Pension Plan. 
24  When such persons or their survivors apply for a benefit, they do so with the program 
applicable in the place in which they reside. That program determines eligibility and calculates the 
amount of benefit taking into account contributions to both programs.  The two programs 
subsequently share the costs of the resulting benefit.  Thus, from the perspective of contributors 




33.  To simplify discussion, the remainder of this section will deal primarily with 
the Canada Pension Plan.  However, significant differences regarding the 
investment of the reserve funds of the Canada and the Quebec Pension Plans 
are examined. 
 
34.  The Canada Pension Plan is a defined-benefit program.  Contributions must 
be paid on all earnings from employment and self-employment up to an annual 
maximum known as the Year’s Maximum Pensionable Earnings, which is 
approximately equal to the average industrial wage.  For 2005, it is CAD 41,100.  
No contributions are paid on a first band of annual income, known as the Year’s 
Basic Exemption.  Prior to 1997, this band was equal to approximately 10 percent 
of the Year’s Maximum Pensionable Earnings.  Since 1997, it has been frozen at 
CAD 3,500. 
 
35.  The contribution rate for the Canada Pension Plan is 9.9 percent of the 
earnings subject to contributions.  For employed persons, half the contribution 
(4.95 percent) is paid by the employer and the other half by the employee.  Self-
employed persons must pay the entire contribution of 9.9 percent.  The collection 
of contributions is the responsibility of the Canada Revenue Agency, which is 
responsible for the administration of the federal income tax system. 
 
36.  All the costs of the Canada Pension Plan – benefits and administrative 
expenses – must be financed from the contributions of employers, employees 
and self-employed persons, and the investment earnings of the Plan’s reserves.  
No government subsidies are allowed.  In their capacity as employers, 
governments contribute to the Plan in the same way as employers in the private 
sector. 
 
37.  The most important benefit under the Canada Pension Plan is the 
retirement pension, which is usually payable at age 65 but which can be paid on 
a reduced basis as early as age 60.
25  One valid contribution to the Plan is 
sufficient to establish eligibility to a retirement pension. 
 
                                            
25  For each month by which a contributor’s age when he or she starts to receive the 
retirement pension is less than 65, the pension is reduced by 0.5 percent of what it would be at 
age 65.  The reduction is permanent.  A contributor must cease working in order to qualify for a 
retirement pension prior to age 65, although he or she can resume work after the pension starts 
to be paid.  After reaching age 65, a person can receive a retirement pension even if he or she is 
still working.  A person can postpone receipt of a pension until after age 65, in which case the 
pension is increased by 0.5 percent for each month by which the contributor’s age when he or 
she starts to receive the pension is more than 65 (but not beyond his or her 70




38.  A person’s retirement pension is equal to 25 percent of her or his average 
lifetime contributory earnings (i.e., the earnings subject to contributions).
26  In 
calculating this average, earnings from previous years are indexed to reflect 
wage levels at the time the pension starts to be paid.  Some periods of low 
earnings are excluded from the calculation.
27 
 
39.  In addition to retirement pensions, the Canada Pension Plan pays pensions 
to eligible contributors with disabilities and to surviving spouses or partners of 
deceased contributors.
28  These pensions are calculated as a percentage of the 
real or imputed retirement pension of the contributor, plus, in the case of disability 
pensions and pensions to surviving spouses aged less than 65, a flat-rate portion 
(i.e., a fixed amount that is the same for everyone).  Children’s benefits are also 
paid for the dependent children of disabled and deceased contributors, and a 
lump-sum death benefit is paid on the death of a contributor. 
 
40.  The modest percentage of average lifetime earnings replaced by the 
Canada Pension Plan, and the relatively low level of earnings subject to 
contributions, were the result of political compromises when the Plan was 
established in 1966.  They reflect a consensus at that time – never since 
effectively challenged, in spite of considerable debate on these subjects in the 
early 1980s – that the public program should leave ample room for employer-
sponsored (occupational) pension plans and individual savings for retirement, 
especially for persons with earnings above the average. 
 
41.  The maximum monthly retirement pension at age 65 in 2005 is 
CAD 828.75.
29  The average monthly pension is about CAD 460 (Social 
Development Canada 2005b).  The Canada Pension Plan’s retirement pension is 
                                            
26  The term “contributory earnings” refers to the amount of annual earnings on which 
contributions have been paid plus the Year’s Basic Exemption.  If a person’s earnings in a year 
do not reach the Year’s Basic Exemption, he or she has no contributory earnings in that year. 
27  For all contributors, the excluded periods are the 15 percent of the contributory period (the 
period over which average lifetime earnings are calculated) with the lowest earnings.  As well, a 
parent (usually the mother) can exclude periods during which she or he cared for a child aged 
less than 7 and in which earnings were below her or his lifetime average.  A person’s contributory 
period starts when he or she reaches age 18 or 1 January 1966, whichever is later.  It ends when 
he or she reaches age 70, starts to receive a retirement pension, becomes disabled or dies, 
whichever is first.  Periods of receipt of a disability pension from the Canada or Quebec Pension 
Plans are not considered part of a person’s contributory period. 
28  Minimum contributory requirements and other conditions apply when determining eligibility 
for pensions and benefits other than the retirement pension.  The Canada Pension Plan disability 
benefit is intended for contributors who are unable to work because of a serious long-term 
disability.  For a description of these requirements and conditions, see Social Development 
Canada 2004. 
29  All pensions and benefits under the Canada Pension Plan are indexed annually in line with 
increases in the Consumer Price Index.  The amount shown is that applicable for new retirement 




paid in addition to the basic Old Age Security pension (except to those whose 
income is so high as to disqualify them from the basic Old Age Security pension).  
Pensions from the Canada Pension Plan are considered income for purposes of 
determining entitlement to the Guaranteed Income Supplement as well, when 
applicable, for the Allowance and the Allowance for the Survivor.  Retirement 
pensions as well as all other benefits from the Canada (and Quebec) Pension 
Plan are considered income for purposes of federal and provincial/territorial 
income tax. 
 
42.  The Canada Pension Plan has undergone many changes over the years in 
response to changing social and economic circumstances.  Some of the most 
important of these have been: the introduction of full annual cost-of-living 
indexation (1974); the availability of the same benefits to male and female 
contributors as well as to their surviving spouses and dependent children, and 
the elimination of the retirement and employment-earnings test for receipt of a 
retirement pension at age 65 (1975); the exclusion of periods caring for a young 
child when calculating earnings-related benefits (1978); the division of pension 
credits between spouses in the event of divorce (1978) or separation (1987); 
payment of retirement pensions as early as age 60 (1987); continuation of 
survivors benefits if the surviving spouse remarries (1987); sharing of retirement 
pensions between spouses (1987); and the extension of survivors benefits to 
same-sex common-law partners (2000) (Social Development Canada 2004). 
 
43.  The objective of the Canada Pension Plan is income replacement.  By 
setting the ceiling of earnings subject to contributions at the average wage, the 
Plan’s income-replacement objective particularly focuses on those with earnings 
at or below the average.  For contributors with earnings above the average, 
retirement pensions from the Plan, as a percentage of total earnings, decline as 
earnings increase. 
 
44.  In 2001, 87 percent of Canada’s elderly received benefits from the Canada 
and Quebec Pension Plans.  The two Plans together provided about 21 percent 
of the aggregate income of the elderly.  Ten years earlier, in 1991, only 
71 percent of the elderly received benefits from the Canada and Quebec Pension 
Plans, and the Plans provided only about 16.5 percent of the income of the 
elderly.  This demonstrates the increasingly important role that the first pillar 
plays in Canada’s overall pension system (Statistics Canada 2003). 
 
45.  Like the Old Age Security program, the administrative costs of the Canada 
Pension Plan are low – about 1.7 percent of the annual benefits paid
30 (Treasury 
                                            
30  The administrative costs of the Canada Pension Plan are higher than those of the Old Age 
Security program primarily for two reasons.  The first is that it is a contributory program, so 




Board of Canada Secretariat 2004).  This compares favourably with the 
administrative costs of employer-sponsored pension plans, which in aggregate 




46.  As just noted, the Canada Pension Plan has undergone many changes 
since it began in 1966.  However, the most important of the changes were 
undoubtedly those made in 1997 to the financing of the Plan. 
 
47.  When the Canada Pension Plan was established in 1966, it was designed 
as a pay-as-you-go program, with a small reserve fund equal to two years’ 
expenditures (benefits and administrative costs) to accommodate short-term 
fluctuations in the economy.  The initial contribution rate was set at 3.6 percent.  
The first actuarial valuation of the Plan forecast that the contribution rate would 
eventually rise to 5.5 percent by 2030 (Government of Canada 1996b). 
 
48.  Although the initial contribution rate was low, it nonetheless generated 
considerable surpluses in the Plan’s early years.  These surpluses went into a 
reserve fund and were invested in non-marketable interest-bearing bonds of the 
provincial and federal governments.  Each province was allowed to borrow from 
the fund in proportion to the contributions to the Plan paid by the residents of the 
province.  If a province did not borrow the full amount allocated to it, the federal 
government was required to borrow the remainder. 
 
49.  The bonds paid interest equivalent to the weighted average of the interest 
rates paid by outstanding federal government securities with terms of 20 years or 
more.  In this sense, therefore, the interest was linked to market rates.  However, 
there was also an implicit subsidy to Canada’s poorer provinces, which otherwise 
would have had to pay interest at a higher rate than the federal government when 
they borrowed on the market.
31 
 
50.  It is impossible to determine with certainty how the provinces used the 
funds loaned to them from the Canada Pension Plan.  The funds were simply 
                                                                                                                                  
for which the cost of determining initial and ongoing eligibility is far higher per beneficiary/ 
applicant than for old age or retirement benefits. 
31  The implicit subsidy was operative only when interest rates were stable over long periods 
of time (which had been the case when the Canada Pension Plan was designed in the mid-1960s) 
or were increasing.  However, when interest rates were in decline, the weighted average of the 
interest rates on outstanding long-term federal government securities could be greater than 
market rates.  This was especially the case in the mid-1980s, when interest rates declined 
sharply after several years of double-digit inflation and interest rates in the late 1970s and early 
1980s.  In such a situation, it was not advantageous for provinces to borrow the amounts 




added to general tax revenues and shown in provincial accounts under headings 
such as “non-market borrowing”.  However, the establishment of the Canada 
Pension Plan coincided with the start of Canada’s universal health insurance 
system, which is administered by the provinces and territories and jointly 
financed by the federal and provincial/territorial governments.  There is good 
reason to believe that, in some provinces at least, the funds from the Canada 
Pension Plan provided a substantial part of the financing needed for new 
hospitals and other health-related infrastructure in the late 1960s and early 1970s.  
The same period also marked the time when the first cohorts of the post-war 
baby-boom generation began attending university.  It seems likely that some of 
the Plan’s funds also went to the rapidly growing post-secondary sector. 
 
51.  Quebec took a different approach to the investment of the reserve fund of 
the Quebec Pension Plan.  The provincial government established an agency, 
the Caisse de dépôt et placement du Québec, charged with the investment of the 
reserve fund.  In the early years of the Quebec Pension Plan, the Caisse 
invested much of the reserve fund in the bonds of another provincial government 
agency, Hydro Québec.  This financed massive hydro-electric projects that were 
prime drivers of the province’s economic modernization and growth in the late 
1960s and 1970s.  The Caisse subsequently diversified its investments into 
equities and real estate, among others.  It also became the investment arm of a 
number of other public-sector pension and insurance programs in the province.  
Today, the Caisse is one of the largest institutional investors in North America, 
and it has served as a spawning ground for a Quebec-based industry of private-
sector pension fund managers. 
 
52.  A milestone in the financing of the Canada Pension Plan was reached in 
1983 when, for the first time, the Plan’s expenditures exceeded contributions, 
and part of the interest from the provincial bonds was required to make up the 
shortfall.  The federal and provincial governments subsequently decided that, 
starting in 1987, the contribution rate for the Canada Pension Plan would 
increase by 0.2 percent a year to preserve the Plan’s pay-as-you-go financing.  




53.  The legislation governing the Canada Pension Plan requires that the Chief 
Actuary in the federal government’s Office of the Superintendent of Financial 
Institutions conduct periodic actuarial valuations of the Plan’s financing.  These 
                                            
32  The contribution rate for 1997 was initially increased by an additional 0.05 percent, to 
5.85 percent.  The 1997 reforms, discussed below, further increased the 1997 contribution rate to 
6 percent.  The Quebec Pension Plan also increased its contribution rate from 1987 to 1997 by 




reports must be tabled in Parliament.
33  The Fifteenth Actuarial Report (Office of 
the Chief Actuary 1995), tabled in Parliament in February 1995, projected that the 
pay-as-you-go contribution rate for the Plan (as it was then constituted) would 
reach 14.2 percent by 2030.  An analysis subsequently published by the federal, 
provincial and territorial governments (Government of Canada 1996b) analyzed 
how the 5.5 percent contribution rate for 2030 that had been forecast in 1966 had 
become a projected 14.2 percent: 
 







Increased number of disability pensions
37 +1.5 
Pay-as-you-go contribution rate for 2030 forecast in 1995  14.2 
 
54.  There was a strong view among federal and provincial ministries of finance, 
shared by many others (but by no means all) in Canada, that a 14.2 percent 
contribution rate would have a negative effect on future economic growth 
(especially as regards job creation).  They also felt that such a contribution rate 
would be politically unsustainable because it would require future cohorts of 
workers to pay significantly more in contributions to finance the pensions of past 
cohorts than would be required to finance their own pensions. 
 
55.  A spate of reports appeared in the Canadian media about the impending 
“bankruptcy” of the Canada Pension Plan.  Some of the reports were balanced.  
Others were sensational and reflected analyses that were, at best, superficial and 
often of dubious merit.  There was speculation, never confirmed, that the federal 
Department of Finance, along with some provincial finance ministries, 
encouraged media interest in the otherwise arcane issue of the financing of the 
Plan in order to create a climate conducive to major parametric reform. 
 
56.  Irrespective of the source of the media stories or the depth of the analysis 
underlying some of them, a sense developed relatively quickly among Canadians 
                                            
33  Since 1997, actuarial reports on the Canada Pension Plan must be produced every three 
years .  Prior to 1997, they had to be produced every five years.  Actuarial reports must also be 
produced whenever major changes are proposed to benefits or to the financing of the Plan. 
34  Primarily lower birth rates and longer life expectancies. 
35  Principally slower growth in output per worker. 
36  The principal enrichments to benefits have been described earlier in this paper. 
37  A number of factors accounted for the increased number of disability pensions.  One of the 
most important was an easing of the contributory requirements in 1987.  Prior to that time, in 
order to qualify for a disability pension, a contributor must have contributed to the Plan in five of 
the ten years prior to the onset of disability, as well as for a minimum period of between five and 
ten years (depending on the contributor’s age).  The 1987 changes lowered the contributory 




that something needed to be done to make the Canada Pension Plan sustainable 
in the long term.  This paved the way for the publication in February 1996 of an 
Information Paper for Consultations on the Canada Pension Plan (Government of 
Canada 1996b). 
 
57.  The paper described options for bringing the Plan into long-term financial 
equilibrium, including general proposals for “moving to fuller funding” and “a new 
investment plan for [Canada Pension Plan] funds” along with relatively specific 
proposals for “reducing the level of benefits and access to benefits”.  The latter 
included significant parametric changes such as reducing retirement pensions, 
increasing the years of contributions required for a full retirement pension, raising 
the age of entitlement to a retirement pension, and indexing pensions in pay only 
partially.  A committee of federal and provincial parliamentarians was created 
with a mandate to travel across the country and obtain the views of Canadians.  
The committee held public hearings in 18 Canadian cities.  It heard more than 
200 presentations from organizations and individuals and received more than 
100 other written submissions. 
 
58.  In June 1996, the federal/provincial parliamentary committee presented its 
report (Government of Canada 1996c) to federal and provincial ministers of 
finance.  The report concluded that: 
 
Most Canadians want the [Canada Pension Plan] preserved and protected 
now as a key pillar of the retirement income system.  Canadians lack 
confidence in the future of the [Plan] and want the [Plan] fixed so that their 
confidence is restored.  While the large majority support maintaining the 
[Canada Pension Plan] as a public pension plan, a minority want it 
privatized, that is replaced by individual, mandatory retirement savings 
plans … Canadians need to be better informed about the [Plan] 
(Government of Canada 1996c: 13). 
 
59.  The report of the federal/provincial parliamentary committee confirmed two 
basic facts:  First, the great majority of Canadians wanted the Plan’s benefits 
maintained in essentially their existing form.  Few supported an increase in the 
age of eligibility for a retirement pension or the other major parametric changes 
described in the consultation paper.  Second, most Canadians were prepared to 
see substantial changes to the way in which the Plan is financed, including 
significant short-term increases in contributions, provided they could be 
convinced this would ensure the Plan’s long-term sustainability. 
 
60.  Events then moved rapidly forward.  In October 1996 the federal and 
provincial ministers of finance announced an agreement on nine principles, 
derived broadly from the conclusions of the report of the federal/provincial 




Plan (Government of Canada 1996d).  This was followed in February 1997 by a 
proposal from the federal/provincial ministers of finance on the specific reforms 
required (Government of Canada 1997).  By the end of 1997, the federal 
Parliament had enacted the necessary legislation amending the Canada Pension 
Plan and eight provincial governments had given their approval to the reforms, 
allowing the legislation to enter into force on 1 January 1998. 
 
61.  The most important of the reforms involved the financing of the Canada 
Pension Plan.  There were three key changes in this regard:
38  a rapid increase 
in the contribution rate in order to bring the Plan from a pay-as-you-go to a 
partially-funded basis; a new investment policy that would substantially increase 
the income from the reserve fund, which itself would grow significantly because 
of the higher contribution rate; and permanently freezing the band of annual 
income exempt from contributions (the Year’s Basic Exemption) at its 1997 level 
of CAD 3,500. 
 
62.  Under the reforms, the contribution rate to the Canada Pension Plan, which 
stood at 5.85 percent in 1997, rose in yearly stages to 9.9 percent in 2003.
39  
This level, according to an actuarial valuation from the Chief Actuary (Office of 
the Chief Actuary 1997), is the “steady-state rate” – the lowest rate at which 
revenues from contributions, along with the investment earnings from the reserve 
fund, will maintain the Plan for the indefinite future without further increases.
40  
Table 1 shows the contributions rate that would have applied if the reforms had 
not been made to the financing of the Plan, the contribution rate resulting from 
the reforms, and the annual differences: 
                                            
38  The three measures put the financing of the Plan into balance on the basis of the Plan’s 
benefits in 1997 and the actuarial valuation conducted in 1997.  Two additional provisions were 
directed to any possible future changes to the Plan’s benefits and future actuarial valuations.  
Both provisions have become part of the legislation governing the Canada Pension Plan and can 
only be amended with the concurrence of the federal Parliament and the governments of at least 
six of the nine provinces participating in the Canada Pension Plan with, in aggregate, at least two-
thirds of the combined population of those nine provinces.  One provision requires that any future 
increase in benefits (other than annual adjustments for inflation) or any introduction of new 
benefits must be financed through an actuarially determined increase in the contribution rate.  
The second provision contains default measures that would apply if a future actuarial valuation 
were to indicate that the Plan was no longer sustainable at the steady-state contribution rate of 
9.9 percent and if the federal and provincial governments were not able to reach agreement on 
the corrective steps required.  In such circumstances, under the default measures, a contribution 
increase will automatically be triggered to bring the contribution rate up to the new steady-state 
rate within three years. 
39  The Quebec Pension Plan adopted the same increases to its contribution rate. 
40  The technical definition of the “steady-state rate” is “the lowest level contribution rate 
applicable after the end of the review period [the three calendar years following the date at which 
the actuarial valuation is based], rounded to the nearest 0.1%, that results in the asset/ 
expenditure ratio being the same in the 10
th and 60
th year following the end of the review period” 
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1997 5.85  6.0  +0.15 
1998 6.10  6.4  +0.30 
1999 6.35  7.0  +0.65 
2000 6.60  7.8  +1.20 
2001 6.85  8.6  +1.75 
2002 7.10  9.4  +2.30 
2003 7.35  9.9  +2.55 
2004 7.60  9.9  +2.30 
2005 7.85  9.9  +2.05 
















2030 14.2  9.9  -4.30 
 
63.  The rapid and sizeable increase in the contribution rate meant that the 
Plan’s reserve fund would grow quickly.  While this would generate some of the 
resources required to pay the increased pension costs of the ageing of the baby-
boom generation, it would not, by itself, be enough to keep the Plan’s contribution 
rate indefinitely at 9.9 percent.  For this to happen, the yield on the investment of 
the reserve fund would have to be considerably higher than could be expected 
from fixed-term securities such as government bonds.  In fact, the long-term 
average annual return would have to be at least 4 percent in real (after inflation) 
terms.  Such a long-term real rate of return could only be achieved by investing in 
a diversified portfolio that includes equities along with other asset classes. 
 
64.  The federal Department of Finance could easily manage a portfolio 
consisting entirely of non-marketable federal and provincial government bonds 
whose term and interest rate were fixed according to arithmetic formulas.  
However, neither it nor any other government department could be expected to 
manage a diversified portfolio invested in public and private markets.  This would 
require an entirely new mechanism, for which the experience of Quebec’s Caisse 





65.  The federal government and the nine provinces participating in the Canada 
Pension Plan decided to create a new specialized agency, the Canada Pension 
Plan Investment Board, to invest the future surplus funds resulting from the 
increase in the Plan’s contribution rate.  The Investment Board would have a 
mandate to invest in equities, real estate, bonds and any other asset class in 
which employer-sponsored pension plans in Canada can invest.  Just as 
importantly, and arguably even more so, they agreed that the Board would 
operate at arms’ length from governments and be armed with a strong set of 
governance safeguards against any real or perceived political interference in its 
operation.  The principles underlying the operation of the Investment Board, and 
the way the Board has applied those principles, are discussed below. 
 
66.  The provincial bonds that were in the Plan’s reserve fund in 1997 can, at 
the discretion of each province, be rolled over once at maturity for a further 
period of 20 years.  If a province chooses to roll over its bonds, the interest rate is 
set at the market rate for that province’s other bonds,
41 thus eliminating the 
implicit subsidy of the interest formula previously used.  The interest becomes 
available, as paid, to the Investment Board.  If a province does not choose to roll 
over its bonds at maturity, the principal becomes immediately available to the 
Investment Board. 
 
67.  The third part of the reform of the financing of the Canada Pension Plan – 
freezing the Year’s Basic Exemption at its 1997 value of CAD 3,500 – had little 
short-term consequences.  However, its long-term effect on the Plan and on 
contributors will be substantial. 
 
68.  From the perspective of the Plan as a whole, freezing the Year’s Basic 
Exemption at CAD 3,500 rather than continuing to let it rise in line with increases 
to the maximum annual earnings subject to contributions reduces the steady-
state contribution rate by 1.4 percentage points (Office of the Chief Actuary 1997).  
From the perspective of contributors, it means that increasing numbers of 
persons with low annual incomes, who would otherwise have remained below the 
Year’s Basic Exemption if it rose year over year, will become subject to 
contributions.  It is estimated that the Year’s Basic Exemption of CAD 3,500 in 
1997 will be worth only CAD 822 in 2030 in terms of constant 1997 dollars (Battle 
2003). 
 
                                            
41  Section 9(8)(b)(iii) of the regulations made pursuant to the Canada Pension Plan 
Investment Board Act requires that the provincial bonds “bear interest at a rate that is 
substantially the same as the interest that the province would be required to pay if it were to 
borrow the same amount of money for the same term through the issuance of a security on the 




69.  In addition to the reforms to the financing of the Canada Pension Plan, 
some changes were also made to benefits, although the benefit changes were 
modest and incremental in comparison with the reform to financing.  They 
included modifying the way in which earnings from previous years are indexed to 
reflect current wage-levels when calculating the amount of retirement pensions 
and the earnings-related portion of other benefits; increasing the contributory 
requirements for disability benefits; lowering the maximum death benefit to 
CAD 2,500; and lowering the maximum amount of “combined benefits” paid to 
persons eligible for a survivors pension as well as a disability or retirement 
pension.  The benefit change affecting the most persons (anyone starting to 
receive a retirement pension in 1998 or after) is the modification in the way in 
which previous years’ earnings are indexed.  For all such persons, their 
retirement pensions will be slightly less than they would have been in the 
absence of the reforms.
42 
 
70.  As a result of the 1997 reforms to the Canada Pension Plan, its assets as a 
percentage of the Plan’s actuarial liability
43 are projected to increase from the 
current level of 12 percent to 25 percent in 2025 (Office of the Chief Actuary 
2004).  In effect, therefore, the Plan will be pre-funded at a level of about 
25 percent, and its unfunded liability will be dramatically reduced.  The reserve 
fund, which equalled about two times the Plan’s annual expenditures (benefits 
and administrative expenses) at the time of the reforms, is projected to reach five 
times annual expenditures in 2015, and 5.81 times by 2030.  Moreover, the ratio 
of assets to expenditures will continue to grow after that, reaching an estimated 
6.88 times in 2075 (Office of the Chief Actuary 2004). 
 
71.  Eight years have passed since the 1997 reforms of the Canada Pension 
Plan were enacted.  While pension plan financing requires a long horizon and 
eight years is a relatively short period, it is nonetheless encouraging that the 
evidence to date indicates that the reforms have contributed substantially to the 
Plan’s financial sustainability. 
 
72.  The most recent actuarial valuation of the Plan, tabled in Parliament in 
December 2004, shows that the contribution rate of 9.9 percent is slightly higher 
than the latest estimate of the “steady-state” rate, which is 9.8 percent (Office of 
the Chief Actuary 2004).  A difference of one-tenth of one percent may appear 
                                            
42  In the absence of the 1997 change, the maximum monthly retirement pension at age 65 in 
2005 would have been CAD 843.75.  Because of the reform, the actual maximum retirement 
pension is CAD 828.75. 
43  The most widely used method of determining a pension plan’s actuarial liability is the 
accrued benefit method.  “Under this method, the benefits that will be paid in respect of [Canada 
Pension Plan] participation on or before the valuation date must first be projected … Next, the 
projected expenditures [are] discounted at interest to determine their present value, which is the 




small, but, for a public program covering all of the Canadian labour force outside 
Quebec, the amounts involved are substantial, and the cushion it provides for 
responding to unforeseen future economic or demographic developments is 
important. 
 
73.  The actuarial valuation projects that contributions will exceed costs until 
2022, when a small part of the Plan’s investment earnings will be needed for 
expenditures.  The portion of investment earnings directed to expenditures will 
increase in subsequent years.  However, in each year in the period covered by 
the valuation (2004 to 2075), only a part of the investment earnings will be 
required for expenditures, with the remainder of the earnings being added to the 
reserve fund.  Thus, the reserve fund will grow year over year.  Total assets of 
the Plan, which currently stand at CAD 77.8 billion, are projected to grow to 
CAD 455 billion by 2025 and CAD 4,872 billion by 2075.
44 
 
74.  Annual expenditures for the Canada Pension Plan, which currently stand at 
CAD 23.6 billion (Treasury Board of Canada Secretariat 2004), are projected to 
grow to CAD 97.0 billion in 2030 (Office of the Chief Actuary 2004).  Taken as a 
percentage of GDP, the increase is from 1.8 percent today to 2.8 percent in 2030. 
 
75.  Because of the critical role which the Canada Pension Plan Investment 
Board plays in ensuring the financial sustainability of the Plan, it is important to 
understand the principles on which its design is based and how the Board is 
governed.
45  Three interrelated concepts are of particular relevance in this regard:  
independence, accountability and transparency. 
 
76. Independence  refers,  in  particular,  to safeguards to prevent political 
interference, or the perception of political interference, in the Board’s investment 
decisions.  Among the many safeguards built into the Investment Board’s 
governance structure, perhaps the most important is the process by which the 
members of the Board are selected.  This process is enshrined in the Canada 
Pension Plan Investment Board Act.
46 
 
77.  A nominations committee, consisting of senior public officials and 
executives from the private sector, is charged with developing a list of proposed 
candidates for the Board.  The federal government and the nine provinces 
participating in the Canada Pension Plan each designate a representative to the 
nominations committee.  The chairperson must come from the private sector.  
                                            
44  In terms of constant 2004 dollars, the assets, which stood at CAD 77 billion in 2004, are 
projected to rise to CAD 275 billion in 2025 and CAD 778 billion in 2075 (Office of the Chief 
Actuary 2004). 
45  For a more detailed discussion, see Tamagno 2001. 
46  Statutes of Canada 1997, c. 40.  The full text of the act can be found on the website of the 




The recommendations of the nominations committee are submitted to the federal 
Minister of Finance, who, before deciding the names he will put forward for 
approval to the federal Cabinet (council of ministers), must consult with the 
ministers of finance of the nine provinces.  The federal Minister of Finance is 
further required by legislation to take into account “the desirability of having 
directors who are representative of the various regions of Canada and having on 
the board of directors a sufficient number of directors with proven financial ability 
or relevant work experience such that the Board will be able to effectively achieve 
its objects.” 
 
78.  Independence from political interference is essential to the Investment 
Board’s operation.  However, independence does not mean that the Board can 
operate as a power unto itself.  It must be accountable to its stakeholders – the 
contributors to the Canada Pension Plan, the federal and provincial governments, 
Parliament and, ultimately, all Canadians. 
 
79.  The accountability of the Investment Board is rooted in the mandate given 
to it in the legislation establishing the Board.  Section 5 of that legislation states 
three clear objectives for the Board: 
 
a)  to assist the Canada Pension Plan in meeting its obligation to 
contributors and beneficiaries …; 
 
b)  to manage any amounts transferred to it … in the best interests of 
the contributors and beneficiaries [of the Plan]; 
 
c)  to invest its assets with a view to achieving a maximum rate of 
return, without undue risk of loss, having regard to the factors that may 
affect the funding of the Canada Pension Plan and the ability of the Canada 
Pension Plan to meet its financial obligations on any given business day. 
 
80.  The absence of any objective related to social or economic development is 
important and deliberate.  Discussions on the investment of social security funds 
often focus on whether, or to what extent, such objectives should be taken into 
account.  The Guidelines for the Investment of Social Security Funds published 
recently by the International Social Security Association (ISSA) give a qualified 
endorsement of such objectives, noting that, if taken into account, they should be 
“subsidiary to the primary objectives of security and profitability.  As well, there 
should be clear criteria for determining the circumstances and to what extent 
social and economic utility will be taken into account” (International Social 
Security Association 2004: 7).  The World Bank, on the other hand, in remarking 
on the ISSA guidelines, comments that they are “less stringent than desirable on 





81.  In designing the Canada Pension Plan Investment Board, the federal and 
provincial governments decided that objectives regarding social or economic 
development could conflict with the Board’s primary goals and should, therefore, 
be avoided.  Otherwise, for example, how would the Board decide between two 
investments requiring equal capital, one of which might be socially beneficial (e.g., 
increasing the stock of subsidized housing) but could result in a lower long-term 
rate of return or involve higher risk, and another that would be socially neutral but 
likely to yield a higher rate of return or involve less risk?  The only means of 
avoiding such possible conflicts between objectives, the federal and provincial 
governments concluded, is to exclude any related to social and economic 
development. 
 
82.  This does not mean that the Investment Board can simply ignore the 
possible social and economic consequences of its investment decisions.  The 
Board, like any other prudent investor, must include these among the numerous 
factors used to evaluate, for example, potential rates of return and security of 
capital.  However, they cannot become “stand alone” justifications for investment 
decisions. 
 
83.  It should be noted that the government of Quebec has taken a different 
approach in setting the objectives of the Caisse de dépôt et placement.  
Section 4.1 of the provincial act establishing the Caisse
47 states that: 
 
the mission of the [Caisse] is to receive moneys on deposit as provided by 
law and manage them to obtain optimal return on capital within the 
framework of depositors’ investment policies while at the same time 
contributing to Quebec’s economic development [author’s emphasis]. 
 
The Canada Pension Plan Investment Board has not operated for sufficient time 
to conduct a meaningful analysis of the practical consequences of its objectives 
in comparison with those of Quebec’s Caisse.  In future years, this will be a 
question that warrants examination. 
 
84.  Setting clear objectives is a prerequisite for accountability.  However, for 
accountability to be made real, an equally clear reporting framework has to be 
established.  The legislation governing the Investment Board prescribes such a 
reporting framework. 
 
85.  The Board is required by law to produce quarterly and annual financial 
statements for itself and for any subsidiaries it may establish.  These statements 
must show the income received in the period covered, the change in net assets 
                                            
47  Act respecting the Caisse de dépôt et placement du Québec, Revised Statutes of Quebec, 




during the period, and the investment portfolio.  The annual financial statement 
must also include a balance sheet as at the end of the financial year.  The 
statements must conform to generally accepted accounting principles, of which 
the primary source must be the Handbook of the Canadian Institute of Chartered 
Accountants. 
 
86.  The legislation further requires that the Board produce a comprehensive 
annual report which, in addition to the annual financial statement, must also give:  
the report of the Board’s auditors for the year; a certificate stating that the 
Board’s investments during the year were in accordance with its legislation as 
well as its investment policies, standards and procedures; a statement of the 
Board’s operational and management objectives for the year, and a description of 
the extent to which those objectives have (or have not) been met; a statement of 
the Board’s operational and management objectives for the next year; and a 
description of the Board’s investment policies, standards and procedures. 
 
87.  To ensure the timely production of the quarterly financial statements and 
the annual report, the legislation requires that the quarterly statements must be 
prepared within 45 days of the end of each quarter, and the annual report within 
60 days of the end of the financial year.  The quarterly financial statements and 
the annual report must be sent to the federal and provincial ministers of finance.  
Within 15 days of receiving the annual report, the federal Minister of Finance 
must table it in Parliament.
48  The quarterly statements and annual report must 
also be made available to the public and are, in fact, posted on the Investment 
Board’s website (www.cppib.ca). 
 
88.  Finally, in addition to the quarterly financial statements and annual report, 
the legislation governing the Investment Board requires that it hold a public 
meeting once every two years in each province of Canada to discuss its most 
recent annual report and to give the public an opportunity to comment on that 
report or on any other aspect of the Board’s operation.  A notice of the public 
meeting must be posted in newspapers at least ten days in advance, and at least 
one director or officer of the Investment Board must attend to answer questions. 
 
89.  The Canada Pension Plan Investment Board has consistently met, and in 
fact exceeded, the reporting requirements set out in its legislation.  This is in 
keeping with the Board’s disclosure policy, which states that:  “Canadians have 
the right to know why, how and where we invest their Canada Pension Plan 
money, who makes the investment decisions, what assets are owed on their 
behalf and how the investments are performing” (Canada Pension Plan 
Investment Board 2005a). 
                                            
48  If Parliament is not sitting when the report is received, the minister must table it within the 





90.  The Investment Board’s legislated reporting framework, and the proactive 
way in which it has implemented that framework, demonstrates the Board’s 
commitment to transparency in its operation.  Consistent with that commitment, 
the Board makes publicly available on its website all of its policies, including its 
investment policy, guidelines for the use of derivatives, conflict of interest policy, 
codes of conduct for directors and officers, guidelines for proxy voting, and the 
way in which proxy votes have been cast. 
 
91.  In the Board’s annual report for 2004, the Chairperson noted the “delicacy 
of balancing responsibilities and accountability”.  She explained that “commercial 
and proprietary information belonging to third parties with whom [the Board does] 
business must be kept confidential.”  However, she reiterated the Board’s 
commitment to make as much information as possible available to Canadians on 
the Board’s operation (Canada Pension Plan Investment Board 2004: 2). 
 
92.  As a safeguard for ensuring the integrity of the operation of the Investment 
Board, and as a further demonstration of its commitment to accountability, the 
Board in 2003 appointed an external conduct review advisor with whom directors, 
officers and employees can discuss ethical issues confidentially.  The Board’s 
annual report for 2004 noted that “the advisor’s role is to help people make 
appropriate decisions in the face of complicated choices where there may be no 
clear or definitive answer.  Importantly, the appointment … opens an outside 
avenue for whistleblowers” (Canada Pension Plan Investment Board 2004: 4). 
 
93. The  experience  of  the  Canada Pension Plan Investment Board has, to date, 
been positive.  The Board’s minimum long-term investment target is a real (after 
inflation) rate of return of 4.1 percent, which is the real rate of return on 
investments used in the most recent actuarial valuation to determine the Canada 
Pension Plan’s steady-state contribution rate.  The average five-year real rate of 
return of the Canada Pension Plan reserve fund has been 4.48 percent – 38 
basis points above the Board’s target (Canada Pension Plan Investment Board 
2005b).  This accomplishment is especially noteworthy in light of the sharp 
declines in stock markets in 2001 to 2003. 
 
 
The second and third pillars: 
Tax-assisted savings for retirement 
 
94.  This paper focuses on Canada’s public pension system.  However, in order 
to understand the objectives and scope of the public system, it is necessary to 




tax-assisted savings for retirement.  The mechanisms for such savings are 
registered pension plans and registered retirement savings plans. 
 
95.  Registered pension plans are occupational schemes, usually provided by 
employers.
49  The decision whether or not to have such a scheme is at the 
discretion of each employer.  In most instances, it is the result of the collective 
bargaining process through which compensation, benefits and terms of 
employment are negotiated between an employer and the trade union or other 
association representing employees. 
 
96.  The term “registered” refers to the fact that, to obtain preferential tax 
treatment, a plan must conform to conditions specified in the Income Tax Act.  If 
a plan meets these conditions, contributions (within the limits prescribed in the 
Income Tax Act) are deductible when determining taxable income and the plan’s 
investment earnings are sheltered from taxation as long as they remain in the 
plan.  Pensions paid by the plan, on the other hand, are fully subject to income 
tax. 
 
97.  In addition to the conditions specified in the Income Tax Act, the registered 
pension plans of private-sector employers must also conform to federal and 
provincial legislation regarding minimum standards, funding, investments and 
governance.  Regulatory agencies of the federal and provincial governments 




98.  About 40 percent of paid workers in Canada are covered by a registered 
pension plan.
51  This represents a decline from around 45 percent in the early 
1990s (Statistics Canada 2004).  Coverage is highest in the public sector and 
                                            
49  There are a small number of industry-wide registered pension plans as well as a few plans 
sponsored by trade unions. 
50  Federal legislation, the Pension Benefits Standards Act, administered by the Office of the 
Superintendent of Financial Institutions, applies to the registered pension plans of employers in 
those sectors of the economy such as banking, communications and inter-provincial transport 
that are regulated by the federal government.  Provincial legislation applies to the plans of 
employers in all other sectors of the economy.  Each province, except for Prince Edward Island, 
has pension standards legislation comparable to the federal legislation and a regulatory agency 
to administer its legislation.  Under a reciprocal agreement between the provincial regulatory 
agencies, if an employer operates in more then one province, that employer’s pension plan is 
registered in the province in which the greatest number of employees work.  However, the 
pension standards legislation of each province applies to the employees in that province. 
51  The term “paid workers” means employed persons having an employer-employee 
relationship.  It excludes self-employed persons who, by definition, cannot belong to an employer-
sponsored pension plan.  If the entire labour force is taken into account (paid workers as well as 
self-employed and unemployed persons) almost a third of the Canadian labour force is covered 




among large unionized enterprises in the private sector.  It is lowest in the 
agricultural sector and in many parts of the service sector.  The great majority of 
persons covered by registered pension plans – 82 percent – belong to defined 
benefit schemes. 
 
99.  Registered retirement savings plans (usually referred to as RRSPs) are 
voluntary individual accounts available to anyone aged under 70 with earnings 
from employment or self-employment.  An individual may contribute up to 
18 percent of his or her earnings into an RRSP, subject to an annual maximum.
52  
For 2005, this maximum is CAD 16,500.  The federal budget of February 2005 
announced that this maximum would be increased in stages to CAD 22,000 by 
2010 (Department of Finance Canada 2005).  As with registered pension plans, 
contributions to an RRSP are deductible when determining taxable income, and 
investment earnings are sheltered from taxation as long as they remain in the 
RRSP.  However, withdrawals from an RRSP are fully taxed. 
 
100. By the end of the year in which someone with an RRSP reaches age 69, he 
or she must do one of three things with the funds in the plan:  they can be 
withdrawn (in which case they are subject to income tax at the time of 
withdrawal), or they may be used to purchase an annuity (in which case 
payments from the annuity are taxed in the year in which  they are made), or they 
may be transferred to a Registered Retirement Income Fund (RRIF).  A RRIF is 
like an RRSP, in the sense that investment earnings remain sheltered from 
taxation as long as they remain in the fund.  However, a prescribed minimum 
percentage of the total assets in a RRIF must be withdrawn each year and, as a 
result, become subject to income tax.  The prescribed minimum percentage 
increases with age. 
 
101. In any given year, about 38 percent of all persons of working age who file 
an income tax return
53 contribute to an RRSP (Statistics Canada 2003).  
However, this does not entirely reflect the coverage by RRSPs because many 
persons contribute in some years and not in others.  A better sense of the 
proportion of persons who contribute to an RRSP can be obtained from 
longitudinal data.  A study by Statistics Canada shows that nearly two-thirds of 
Canadians aged 20 to 59 who filed an income tax return in 1992 made at least 
                                            
52  For persons who are members of registered pension plans, the maximum annual 
contribution to an RRSP is reduced, taking into account the contribution to the occupational 
scheme. 
53  This estimate is based on data for 2001.  “Persons of working age”, in this instance, refers 
to tax filers aged 25 to 64.  It should, of course, be noted that tax filers are a larger group than 
persons in the labour force, and include those with taxable income exclusively from sources other 
than employment and self-employment (e.g. persons who retired before age 65).  The figure of 38 
percent, therefore, somewhat underestimates the proportion of persons in the labour force who 




one contribution to an RRSP between 1993 and 2001 (Giles and Maser 2005).  
Persons with higher incomes are far more likely to make contributions than those 
with lower incomes and, on average, make higher contributions – a reflection of 
the fact that higher-income persons have a greater capacity to save for 
retirement than lower-income persons.  As well, the value of their tax deduction 
for contributions to RRSPs – in terms of savings in federal and provincial/ 
territorial income taxes – increases with the tax filer’s top marginal tax rate. 
 
102. Since employed persons can contribute to both a registered pension plan 
and a registered retirement savings plan, the total percentage of the labour force 
contributing to tax-assisted retirement savings schemes is not simply the sum of 
those contributing to a registered pension plan and those contributing to an 
RRSP.  In 2001, slightly more than 51 percent of all persons aged 25 to 64 who 
filed an income tax return contributed either to a registered pension plan or to an 
RRSP or to both (Statistics Canada 2003). 
 
103. Persons with above-average incomes – those for whom the public pension 
system alone will not suffice to meet the income-replacement objective – are the 
most likely to contribute to a registered pension plan, an RRSP, or both.  Among 
tax filers in 2001 with annual incomes above CAD 40,000, almost 87 percent 
contributed to one or the other or to both (Statistics Canada 2003).  This data 
demonstrates clearly the critical role that tax-assisted savings plays in Canada’s 
overall pension system.  It also shows why the second pillar of the multi-pillar 
model – mandatory individual savings accounts – is unnecessary in Canada.  For 
persons with above-average incomes, mandatory retirement accounts would, in 
most cases, only displace existing voluntary savings for retirement.  For persons 
with below-average incomes, such accounts would compel them to choose future 
consumption (retirement savings) over current consumption rather than allowing 
individuals and families to decide for themselves what is in their best interests.  In 
any case, the public pillars of Canada’s pension systems – the Old Age Security 
program, provincial supplements for seniors, and the Canada and Quebec 
Pension Plans – play the dominant role in income replacement for Canadians 
with low or modest incomes. 
 
104. Tax-assisted savings for retirement is not without considerable cost to 
governments.  The cost, however, is not explicit as in the case of public pension 




                                            
54  The Department of Finance Canada defines a tax expenditure as follows:  “In order to 
define tax expenditures, it is necessary to establish a ‘benchmark’ tax structure that applies the 
relevant tax rates to a broadly defined tax base – e.g. personal income, business income or 
consumption. Tax expenditures are then defined as deviations from this benchmark”  (Department of 




105. In the case of tax-assisted savings for retirement, three factors have to be 
taken into account in estimating the related tax expenditures:  the tax revenues 
foregone because of the deduction of contributions when determining taxable 
income, the tax revenues foregone because of the non-taxation of the investment 
income retained in registered pension plans and RRSPs, and the tax revenues 
realized by the taxation of payments or withdrawals from registered pension 
plans and RRSPs.  The net tax expenditure is the sum or the first two factors, 
minus the third factor. 
 
106. According to estimates from the Department of Finance Canada, the federal 
government’s net tax expenditure in 2005 related to registered pension plans is 
CAD 7.3 billion.  The tax expenditure related to RRSPs is an additional 
CAD 8.6 billion (Department of Finance Canada 2004).  Moreover, the provincial 
and territorial tax systems also lose revenues from these pension-related tax 
expenditures, averaging 47 percent of the federal revenues foregone.  Thus, the 
total estimated cost to Canadian governments in 2005 comes to about CAD 10.7 
billion for registered pension plans and another CAD 12.6 billion for registered 
retirement savings plans.  When looking at the total costs to governments of the 
Canadian pension system, these sizeable sums should be taken into account. 
 
107. In 2001, 55 percent of Canada’s elderly received income from registered 
pension plans or registered retirement savings plans.
55  This represented slightly 
more than 30 percent of the aggregate income of the elderly.  Ten years earlier, 
in 1991, only about 38 percent of the elderly received income from these sources, 
and this income represented in aggregate only about 19 percent of the total 
income of the elderly (Statistics Canada 2003).  As with the Canada and Quebec 
Pension Plans, income from tax-assisted mechanisms for retirement savings has 





108. The Canadian system, overall, has been effective in meeting its core 
objectives of poverty avoidance and income replacement.  In terms of poverty 
avoidance, between 1980 and 2002 poverty
56 among Canada’s elderly fell from 
                                            
55  Income from registered retirement savings plans includes direct withdrawals from RRSPs 
and RRIFs as well as payments from annuities purchased with the proceeds of RRSPs. 
56  The most commonly used measures of poverty in Canada are the “low-income cut-offs” 
(LICOs) developed by Statistics Canada, the statistical agency of the federal government.  The 
LICOs are a blend of absolute and relative measures based on the percentage of income spent 
by an average family for essentials (housing, food and clothing).  The low-income lines are set at 
the income levels at which a family spends 20 percentage points more of its income for these 
essentials than an average family.  The LICOs take into account family size as well as urban and 




21.3 percent to 6.8 percent (Statistics Canada 2005a).  Canada has one of the 
lowest rates of elderly poverty among industrialized countries, ranking third 
lowest behind only Sweden and Finland
57 (Jesuit and Smeeding 2002; Beaujot 
and Liu 2002).  In terms of income replacement, the average income after tax of 
elderly families
58 is about 69 percent of that of non-elderly families, while for 
elderly individuals living alone the figure is almost 87 percent (Statistics Canada 
2005b).  This compares favourably with the usual measure of adequate income 
replacement, which is a post-retirement income in the range of 60-70 percent of 
pre-retirement income. 
 
109. Although, as these numbers demonstrate, the Canadian pension system 
has done well in meeting its core objectives when looked at from a global 
perspective, there is nonetheless room for improvement.  In this regard, Canada 
is no different from other countries in the world.  For example, a substantial 
portion of single seniors in Canada – one in five elderly women and one in 
several elderly men – still live on low-incomes.  As well, many Canadians 
experience a drop in living standards after retirement, sometimes because of 
gaps in the pension system and sometimes because of their own lack of foresight 
in adequately planning for their retirement years.  Moreover, there are aspects of 
the Canadian system that do not respond sufficiently to changing social and 
economic circumstances, especially to the looming labour shortages in the 
“knowledge sector” on which Canada’s future prosperity depends. 
 
110. These factors, and others, show that Canada cannot be complacent about 
its pension system.  Continuing public policy attention is required in Canada as in 
any other country of the world. 
 
                                                                                                                                  
Canada using its after-tax LICOs; the agency also publishes before-tax LICOs that yield 
somewhat higher estimates of the incidence of low income.  For a discussion of LICOs and other 
measures of low-income, see Paquet 2001. 
57  The studies on which this statement is based define poverty as income less than half the 
national median.  Using this measure, the poverty rate among seniors in Canada is 5.3 percent, 
while in Finland and Sweden the rates are 5.2 percent and 2.7 percent respectively. 
58  An economic family is defined by Statistics Canada as a group of individuals sharing a 
common dwelling unit who are related by blood, marriage (including common-law partnerships) or 
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